In June 2005, a questionnaire survey was sent to 9000 companies in the Kansai Area (Osaka, Kyoto and Hyogo), the second largest economic block in Japan, with 2041 companies responding. This article introduces the results of this questionnaire survey. The greatest feature of this study is that, unlike previous works on traditional corporate finance, much information on unlisted companies is included. The dividend policy of Japanese companies, awareness of corporate governance, funding behavior, and bank selection behavior were analyzed. As a result, we found that being a consolidated subsidiary or a group member of an affiliation of companies greatly affects a company's financial activities, and that the capital adequacy ratio and size of the company are also important factors. JEL Classification Code: G32, G20.
Introduction
Most research on corporate finance in Japan (e.g., Hoshi and Kashyap 2001, Kang and Stultz 1996) has been conducted only on listed companies and there are very few studies on unlisted companies due to the difficulty in obtaining data. However, according to a survey conducted by the Ministry of Internal Affairs and Communication in 2001, of 4,700,000 companies (including sole proprietorships) in Japan, there are 4,690,000 smalland medium-sized companies and only 13,000 large companies 1 . Also in terms of the number of employees, 29,960,000 (70.2% of the total 42,660,000 employees) work for small and medium-sized companies. In other words, without conducting an analysis of small-and medium-sized companies which constitute the majority of Japanese companies, it is impossible to understand the characteristics of Japanese companies or the Japanese economy. Therefore, an extensive questionnaire survey that covered small-and medium-sized companies is necessary 2 . Consequently, we conducted an "management survey of corporate finance issues in the Kansai Area" with the head offices of 9000 companies in the Kansai Area (Osaka, Kyoto and Hyogo Prefectures).
The gross production of the 3 prefectures in Kansai (FY2001) is JPY67.2 trillion in total, accounting for 13.4% of the total production in Japan, and the area is the second largest economic block in Japan after Tokyo. In addition, it is a common knowledge that there are many small-and medium sized companies in the area. However, since the failures of Kizu Credit Cooperative and Hyogo Bank in 1995, a number of small-and medium-sized financial institutions went bankrupt in the Kansai Area, and Sumitomo Bank (currently Sumitomo Mitsui Banking Corporation) and Sanwa Bank (currently the Bank of Tokyo Mitsubishi UFJ), city banks with head offices in Osaka, relocated their headquarters to Tokyo after reorganization. Another city bank, Daiwa Bank (currently Resona Bank) was nationalized, effective in 2003. In this way, the Kansai Area is also expected to be the area 1 "Small-and medium sized companies" are defined as companies with 300 regular employees or less (or, 100 or less for wholesalers and service businesses, and 50 or less for retailers and catering establishments) or, with a capital of JPY 300 million or less (or JPY 100 million or less for wholesalers and JPY 500 million or less for retailers, catering establishments and service businesses). 2 Yamori and Baba (2001) analyzed the results of a questionnaire survey with listed companies in Japan regarding their overseas listing strategies.
most affected by the impact of changes to the financial system across the country.
This article is divided into the following sections: Section II explains the summary of the questionnaire survey. Section III selects questions regarding the financial decision of the companies and analyzes how the answers to those questions are affected by the companies' attributes. Section IV is the conclusion.
Summary of the Management Survey of Corporate Finance Issues in the Kansai Area
(1) Selection of Responding Companies
Companies managed in the Tokyo Commerce and Industry Research database were used as the parent population, and, after excluding certain types of industry such as public utilities, companies were classified into 4 groups based on the number of employees (1-20, 21-50, 51-100 and 101 or more). Next, 2250 companies were randomly selected from each group, for a total of 9000 companies to which the survey form was to be sent. In June 2005, the survey form was sent to the 9000 companies, and the responses from 2041 companies received by July 1 were analyzed in this paper. Response rate was 22.68%. However, some companies did not respond to each corresponding question, and a non-response was not included in the actual calculation of the figures and estimations, thus the number of the companies analyzed differs depending on the question. Table 1 shows the number of responding companies according to the number of employees.
The survey forms were sent to 2250 companies in each of the 4 categories based on the number of employees according to the rules for selection. Therefore, the size of the responding companies in the table directly represents the level of response rate. As expected, there were fewer responses from small companies with 1-20 employees.
However, as there were 372 responses from companies in this group, the opinions of a wide range of companies can be expected. Of the total responding companies (2020 -companies), the largest and smallest number of employees was 22,724 and 1, respectively, and the average number of employees is 147.9.
The number of valid answers to the question on listing status was 1969. Of these, 74 (3.8%) companies were already "listed or public". Therefore, the remaining approx.
1800 companies were unlisted. However, 40 of them replied that "they have concrete plans for public offering" and 160 desired to go public although they had no concrete plans. 
Analysis of the Questionnaire Results
This section discusses and analyzes the survey questions regarding the financial decisions of Japanese companies. However, the numbering of the questions below was left the same as those of the original survey form. In addition, the survey form was originally prepared in Japanese. The following questions were translated for the purpose of this article.
Q7 What is the percentage of your capital adequacy ratio ( Shareholders' Capital/Gross Assets on the balance sheet)? (Approximate figures are acceptable. Please provide the figures as of the end of the latest fiscal year.)
1. Capital adequacy ratio . %
Liability exceeding assets
Of 1811 valid answers, 78 companies (4.3%) answered that they had liabilities in excess of assets. The average capital adequacy ratio of responding companies which did not have an excess of liabilities was 33.2%, and the most common capital ratio for distribution was less than 20%, as shown in Table 2 .
- Table 2 Capital Adequacy Ratio Q8. Please circle the appropriate number from the following lines which best describes your business achievement (profits before tax):
1. Posted profits for 2 consecutive fiscal years 2. Went from a deficit to a profit 3. Went from a profit to a deficit 4. Posted losses for 2 consecutive fiscal years Profit conditions before tax as an indicator of business achievement were asked. 74.2% of the respondents answered that they had posted profits for two consecutive fiscal years, so the percentage of profit-making companies was 84.3% for the current fiscal year. Given the general slowdown in business in Kansai, this was rather surprising. This may be due to the assumption that companies who were willing to answer the questionnaire had a comparatively good management strength, or as the database of companies to which the questionnaire was sent did not cover all companies, companies with poor management strength were likely not to be included; and approx. 200 companies that did not answer this question might experience poor performance. There are many studies on corporate dividend policies 3 . For example, Gul(1999) , Hayashi and Jagannathan(1990) , and Kato and Loewenstein(1995) conducted studies on 3 Lease, et. al.(2000) made an extensive survey of studies to date.
Japanese companies. However, these studies only studied listed companies. Of course, it is well known that in a perfect capital market, dividend policy does not affect enterprise value. However, even in listed companies, most business managers believe that the dividend policy is an important issue for corporate decision-making. Unlike listed companies, the condition of a perfect capital market may not apply to unlisted companies but there are very few studies on unlisted companies.
Therefore, the kind of factors that determine payment or nonpayment of dividends for the companies which responded to this questionnaire survey, including a large number of unlisted companies, was investigated. A regression using a no-dividend dummy (NODIV) where 1 (one) is assigned as the dependent variable for responding companies that did not pay a dividend, and 0 (zero) is assigned for responding companies that paid dividends. Furthermore, in addition to listing status, the following various financial conditions of the companies were used as independent variables.
First is the condition where profits before tax occurred over the past two consecutive 2 fiscal years as asked in Question 8. Q08A2 is a dummy variable where 1 (one) is assigned to a company that went from a deficit to a profit (that is, companies choosing Answer 2 of Question 8) and 0 (zero) otherwise. Similarly, Q08A3 is a dummy variable where 1 (one) is assigned to a company that went from a profit to a deficit, and Q08A4 where 1 (one) is assigned to a company that posted losses for two consecutive fiscal years. Companies that posted profits for two consecutive fiscal years are used as a base, and the difference among these companies is shown as coefficients of these dummy variables. Since companies with deficits are likely to pay no dividend, these dummy variables are expected to be positive. Given the difficult financial situation, Q08A4's coefficient is expected to be the largest, followed by Q08A3 and then Q08A2.
Second, (although not described in this article) a dummy variable (Q10AA1) was included where 1 (one) was assigned to companies that answered "severe" to the question on latest funding and 0 (zero) to companies that answered otherwise. Since companies with difficulty in funding wish to avoid dividend payment as it represents an outflow of liquidity, the factor of this variable is expected to be positive.
Third, the latest sales growth (SGRW) was adopted as a measure to evaluate business performance. SGRW greater than 1 (one) represents sales during the latest fiscal year that exceed the results of the previous fiscal year. However, while some companies with growing sales do not pay dividends because they have a number of attractive investment opportunities, the likelihood to pay dividends also increases due to favorable business performance. As such, it is impossible to determine the sign of this factor in advance.
Fourth, the capital adequacy ratio (CAP) of a company was adopted 4 . Since undercapitalized companies are likely to place priority on internal accumulation of capital, the CAP factor is expected to be negative.
Fifth, the size of the company was added as an independent variable. In general, the larger the company is, the wider the gap between business managers and shareholders is. However, it is not always clear whether this will increase or decrease dividends. Here, we used the natural logarithm of gross assets (ASSET) as a size variable.
Sixth, a company's association with a business group may influence its dividend policy. In this questionnaire we asked the company whether it is a consolidated subsidiary with a parent company, a company with a parent company but not a consolidated subsidiary (referred to as an "affiliated company"), or an independent company. Therefore, Q04A1 is a dummy variable where 1 (one) is assigned to a consolidated subsidiary with a parent company and 0 (zero) otherwise, and Q04A2 is a dummy variable where 1 (one) is assigned to an affiliated company and 0 (zero) otherwise. In other words, independent companies are used as the base. If a parent company desires to absorb funds from its subsidiaries, the consolidated subsidiary is likely to pay dividends, and the factor of Q04A1
should be positive.
Last, there is a listed dummy. While there is a difference in the implementation method of capital gains between listed and unlisted companies, in the case of unlisted companies, business managers often are major shareholders so corporate governance may work differently from listed companies. Therefore, we use a listed dummy (LISTED)
where 1 (one) is assigned to a listed company and 0 (zero) otherwise.
In addition, due to the nature of dependent variables, the probit model estimation was also conducted. Since not all companies answered all questions, the total number of samples was 1517 or less.
The results of the estimation are summarized in Table 4 . Except for SGRW (sales growth), A04A1 (subsidiaries) and LISTED, statistically significant factors could be obtained. That is to say, companies which are in deficit (namely, Q08A2, Q08A3, and Q08A4) are likely to pay no dividend, and companies finding difficulties in funding (Q10AA1) or with a lower capital adequacy ratio (CAP) are likely to pay no dividend 5 .
Furthermore, smaller companies (ASSET) are likely to pay no dividend. In addition, though there was no difference in dividend policies between consolidated subsidiaries and independent companies (Q04A1), affiliated companies (Q04A2) were less likely to pay no dividends as compared to independent companies.
The LISTED factor was not significant even at the 10% level, and no difference was found between listed and unlisted companies. To confirm this result, cross terms between all explained variables excluding LISTED and LISTED were added and the non-dividend equation was re-estimated. In other words, whether the size of each independent variables is different between listed and unlisted companies was investigated.
However, no additional cross terms became significant. Therefore, listing status is not considered to be a key factor in dividend payment. And, which stakeholder will you emphasize from now? Please circle the appropriate number(s) from the following for your current situation and future plans. Table 5 . For both questions, business partners were chosen as the most important stakeholders, followed by employees and general customers.
Difference in important groups is also quite interesting. Therefore, an analysis using the explanatory variables previously used to estimate the non-dividend function was conducted. The dependent variable of the first estimation is a dummy variable (Q15A1) where 1 (one) is assigned to companies that chose general customers as the current most important bodies and 0 (zero) to companies that did not choose general customers.
Similarly, an estimation using the probit model in order to explain 11 variables in total, such as a dummy variable (Q15A2) where 1 (one) is assigned to companies that chose employees was also conducted.
The results of the estimation are summarized in Table 6 . A number of variables were found to influence the choice of the most important stakeholder. Companies which recently had experienced difficulties in funding (Q10AA1) were likely to attach importance to main banks and affiliated company groups, and in contrast, are less likely to put a high priority on employees. This may be because companies with difficulties in funding need the support of financial institutions or affiliated companies, while cutting back on personnel.
A company with higher capital adequacy ratio (CAP) tends to attach importance to general customers but to place less importance on main bank. This may be because companies with a higher capital adequacy ratio are less likely to be dependent on financial institutions. The larger the size of the company (ASSET) is, the more likelihood it is to place importance on main bank. This result is surprising as smaller companies are expected not to have someone else to rely upon other than the main bank.
Whether the company is a consolidated subsidiary (Q04A1) or an affiliated company (Q04A2) has a significant influence in determining the most important group. In case of consolidated subsidiaries, importance is attached to affiliate company groups, and less importance is placed on employees, main bank, or business partners. Placing strong emphasis on affiliate company groups can be expected since important labor, financial and operational decisions are made by the parent company. This is almost the same for affiliated companies, and the only difference is that a number of affiliated companies answered that they place importance on the management.
Lastly, the listing status also had great influence in terms of which group is considered important. Listed companies are likely to focus on individual investors and institutional investors, and tend to place less value on employees and business partners.
- Table 6 Decision Function of the Most Important Entity For the percentage of the most important item selected (Table 7) , most companies, 2 out of 3, chose "procurement from the main bank", followed by companies which chose procurement from public-sector financial institutions.
A regression on the differences in funding sources by attributes of the companies was conducted. The following explanatory variables were used. Q16AF1 is a dummy variable where 1 (one) is assigned to companies that chose the "main bank" as the most important, and 0 (zero) to companies that chose otherwise. Similarly, Q16AF2 is a dummy variable where 1 (one) is assigned to companies that chose "procurement from financial institutions other than the main bank" as the most important and 0 (zero) to companies that chose otherwise. Other variables were similarly defined, and options 3 and 4 were grouped together since they both use a public source (A16AF3_4) and options 5 to 10 were grouped together as financing from the market (A16AF6_10). Furthermore, 11 and 12 were grouped together as they both are securitization (Q16AF11_12). An estimation by the probit model was performed.
The results are summarized in Table 8 . It is surprising that companies who posted losses for two consecutive fiscal years (Q08A4) placed emphasis on funding from the financial market, because information asymmetry is particularly large for such companies and funding from the market appears to be disadvantageous. Companies with higher sales growth (SGRW) tend to attach importance to funding from the financial market. Companies with higher capital adequacy ratio (CAP) are likely to procure funds from their main banks, and companies with lower capital adequacy ratio tend to focus on financial institutions other than the main bank and public financing.
Furthermore, the larger the company (ASSET) becomes, the more likely importance is attached to the relationship with the main bank, while the smaller the assets are, the more focus there is on public financing. Consolidated subsidiaries (Q04A1) are likely to place importance on trade credits and securitization rather than the main bank and public financing. Finally, for listing status, listed companies naturally place importance on funding from the financial market and are less likely to attach importance to the main bank. Of 1804 valid responses, 1083 companies (60.0%) chose "plan to decrease", 598
chose "unchanged", and 123 chose "plan to increase". We examined what factors affected these borrowing policies.
As the dependent variable, we used a dummy variable (Q17A1) where 1 (one) was assigned to companies that chose "plan to decrease" and 0 (zero) otherwise. The explanatory variables are the same as those previously used in the estimation of the non-dividend factor. According to the estimation results, the only significant factors were Q10AA1 which represents difficulty in funding and Q04A2 which represents the status as an affiliated company. In other words, only companies with difficulties in funding planned to decrease borrowings. This may be because these companies could not increase borrowings and be forced to pay back debts.
At the same time, another estimation using a dummy variable (Q17A3) where 1 (one) is assigned to companies that chose "plan to increase" and 0 (zero) otherwise as an dependent variable was also performed. According to the results, only the capital adequacy ratio (CAP) and affiliate companies dummy (Q04A2) were significant at the 10% level. In other words, companies with a higher capital adequacy ratio are less likely to choose "plan to increase borrowings". This suggests that companies with sufficient equity capital do not rely on external funds. factors. This can be seen as a common tendency between Japan and the US. As shown in Table 10 , this is followed by "having an excess of cash reserves but no new investment opportunity" and "the borrowing burden is substantially heavy due to deflation".
Table 10
Reasons Theoretically, as long as the investment opportunity produces a higher rate of earning than the interest payable, borrowing money is favorable. However, as borrowings increase, the company will be strapped with interest repayment issues. In Japan, which traditionally maintains a lifetime employment system, business managers shun the risk of corporate failure. Of 1878 responding companies, "strongly agree" ranked 28.6%, "somewhat agree" 60.1%, "hardly agree" 9.9%, and "totally disagree" 1.3%. It can be seen that most companies believe that operating business without owing debts is ideal.
A regression using the ordinary least-squares method was conducted. In the estimation, the results of the 4-scale assessment on the extent of agreement with the description: "it is ideal to operate business without owing debts" is a dependent variable.
As a result shown in Table 11 , significant factors were companies' size (ASSET) and the capital adequacy ratio (CAP). As the large-scale company factor became significantly positive, it could be seen that large-scale companies do not always believe that it is ideal to operate business without owing debts. It is quite natural that large-scale companies do not agree with the irrational description which completely denies owing debts, as they should have more financial expertise. On the other hand, the coefficient of the capital adequacy ratio was significantly negative. This means that companies with higher capital adequacy ratio strongly maintain business operations without owing debts. This suggests that such orientation toward no debt business management is shown in actual practice. 254 companies (13.1%) answered that they "plan to use" direct finance, while 1678(86.9%) answered "no". A regression was performed using a dummy variable (Q20A1) where 1 (one) is assigned to companies that "do not plan to use direct finance" and 0 (zero) to companies that "plan to use" direct finance as an dependent variable, and the explained variables are the same that have been previously used to represent the attributes of companies. The results of the estimation are shown in Table 12 .
Significant variables were the capital adequacy ratio (CAP), the consolidated subsidiary dummy (Q04A1) and listed dummy (LISTED). The capital adequacy ratio was significantly positive, and, similar to question Q18, it could be seen that companies with higher capital adequacy ratio were reluctant not only to indirect but also direct finance. The consolidated subsidiary dummy is also significant as consolidated subsidiaries may not raise funds for themselves. The listed dummy was significantly negative, signifying that most listed companies are willing to use direct finance. met by indirect financing", followed by "sufficient equity capital" (23.3%), "not familiar with direct finance" (12.3%), "unsuitable for small scale/short-term funding" (6.6%) and "other"
In order to analyze selection determinants, a regression analysis was conducted by the probit model. The dependent variable Q20AB1 is a dummy variable where 1 (one) is assigned to companies that chose "we have enough equity capital" as "1" and 0 (zero) otherwise. Similarly, except for the "other" option at the bottom, Q20AB2, Q20AB3 and Q20AB4 were defined in the same way.
The results are summarized in Table 13 . Most companies facing difficulties in latest funding(Q10AA1) cite "unsuitability in size or funding needs" and unfamiliarity as reasons. It is easily understood that companies with a higher capital adequacy ratio chose "sufficient equity capital". Large-scale companies are more likely to answer "needs met by indirect finance" 6 . In addition, large-scale companies are less likely to answer "not familiar with direct finance". Graham and Harvey(2001) pointed out, in their questionnaire survey conducted on US companies, that there is a correlation between the size of a company and its financial knowledge and that this may be a factor in the company size anomaly. A similar possibility can be pointed out in Japan. Finally, most listed companies answered that they had "sufficient equity capital".
Table 13
Reasons Why Direct Finance is not used.
<Attached to the back> Q22 Do you have a cross-shareholding relationship with any business corporation or financial institution? Please circle the appropriate number in the answer column.
It is well known that cross-shareholding is quite common among listed companies in Japan, and cross shareholding constitutes the core of corporate grouping. There are many studies on cross-shareholding and corporate affiliation at the listed company level (e.g., Osano, 1996; Flash 1996) . However, there are few studies on mutual shareholding of unlisted companies.
According to answers to Q22, 258 (14.1%) out of 1835 companies answered that they had cross shareholding relationships with business corporations, and 127 (7.0%) out of 1815 companies with financial institutions. More companies have cross shareholding relationships with business corporations than with financial institutions.
To consider what kind of firms tend to have cross shareholding relationships, we estimate the equation, using a dummy variable (Q23AA) where 1 (one) is assigned to companies that said that they had cross shareholding relationships with business corporations and 0 (zero) to companies that answered "No" or "Don't know". As shown in Table 14 , a smaller number of companies that posted losses for two consecutive fiscal years (Q08A4) had cross shareholding relationships, while most large-scale companies held shares mutually. In addition, listed companies, as well as affiliated companies are likely to have cross shareholding relationships. On the other hand, consolidated subsidiaries are less likely to have cross shareholding relationships.
A similar analysis was conducted on cross shareholding with financial institutions.
In this case, it was also shown that a number of large-scale companies and listed companies have cross shareholding relationships with financial institutions. Furthermore, it is notable that the coefficient of consolidated companies dummy (Q04A1) is significantly negative, while that of affiliated companies (Q04A2) is not significant. In addition, listed companies more likely have cross shareholding relationship with financial institutions. One characteristic of the Japanese financial system that has been pointed out is the existence of a long-term stable relationship between the bank and the company, commonly known as the main bank relationship (Hoshi and Kashyap 2001) . Generally speaking, the main bank is the largest lending bank and is also a major shareholder for the company.
The main bank sometimes sends in directors to the company. However, such strict interpretation of a main bank was not defined prior to requesting an answer, and companies were asked whether they had "a main bank" without any limitations. As such, the idea of a main bank may differ slightly depending on the responding company, but the question took advantage of the questionnaire survey feature of corporate awareness rather than simple numeric values.
As a result, of 2015 valid answers, 1799 companies (89.3%) responded that they have "a main bank", while 216(10.7%) answered that they did not. The types of companies that have a main bank was examined by a regression model using a dummy variable (Q23A1) where 1 (one) is assigned to companies with a main bank and 0 (zero) otherwise.
According to the results of the estimation as shown in Table15 Next, how companies chose the business category of their main banks was examined. Here, options were sorted and a regression was conducted for 3 explained variables: a dummy variable (Q24A1_2) where 1 (one) is assigned for companies whose main bank is a major bank (city, trust and long-term credit bank) (that is, companies that answered 1 or 2) and 0 (zero) otherwise; a dummy variable (Q24A3_4) where 1 (one) is assigned for companies whose main bank is a local bank (regional or second-tier regional bank) and 0 (zero) otherwise; and, a dummy variable (Q24A5_6) where 1 (one) is assigned for companies whose main bank is a cooperative financial institution (credit bank or corporation) and 0 (zero) otherwise.
The results are shown in Table 16 
Conclusion
This article analyzed the determinants of financial activities of Japanese companies based on the results of the questionnaire survey sent to 9000 companies in Kansai in June 2005.
This questionnaire survey was quite extensive and response was received from 2041 companies including small-and medium-sized unlisted companies. The dividend policy of Japanese companies, awareness of corporate governance, funding behavior and bank selection behavior, were analyzed in this paper. As a result, the paper found that the status as a consolidated subsidiary or a group member of an affiliation of companies greatly influences the financial activities of a company, and that the capital adequacy ratio and the size of the company are also important factors.
However, this one-time questionnaire survey could not fully evaluate the meaning of the answers to each question absolutely. Furthermore, it is impossible to determine whether the results at this time are applicable to Japanese companies in general, or only to companies in the Kansai Area. Similar questionnaire surveys should be conducted on an ongoing basis to examine the impact of changes in the economic environment. In addition, it is also necessary to conduct a questionnaire survey in various regions in Japan as well as overseas, in order to identify financial characteristics according to region. Finally, as pointed out by Graham and Harvey (2001) Observations=1372.
--24 Observations=1228.
--25
